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Inflation and Monetary Policy 
What experts are saying about control of money and credit 


The Committee for Economic Development has spon- 
sored a number of research studies which we have had oc- 
casion to note in INFORMATION SERVICE, in addition to the 
article on the operations of that organization (May 5,1951). 
In view of the current discussions of the problem of infla- 
tion, the recent CED study of American Monetary Policy 
since the establishment in 1913 of the Federal Reserve 
System! is a timely addition to the series. And the author, 
E. A. Goldenweiser, though formerly director of the 
Federal Reserve Board’s Division of Research and Sta- 
tistics and later a member of the Princeton Institute for 
Advanced Study, has the gifts not only of appreciating 
what the “general reader” ought to know about a subject of 
vital concern to all of us but also of explaining it in a 
simple, readable style, with diagrams that require no 
knowledge of calculus to interpret. 

The first chapter, on the “Role of Money in the Econ- 
omy,” is a popular presentation of this phase of economics, 
explaining the impact of money “through its volume, its 
velocity, its availability, and its cost.” A graph shows for 
30 years past the volume of money (deposits and cur- 
rency) in relation to gross national product. While the 
latter increased from about $52 billion in 1932 to more 
than $300 billion in 1950, the former rose from about $42 
billion to only $175 billion in 1950; but the increase in 
the rate of turnover and the degree of availability made 
the money supply of 1950 adequate for a proportionately 
much larger volume of business. ‘The monetary authori- 
ties play an important role” in “determining the availabil- 
ity of money” as well as “its volume and its effect on busi- 
ness conditions.” 

In chapter XII the policies of the Federal Reserve Sys- 
tem since its beginning are summarized—‘“through three 
great inflations and two depressions” and through two 
great wars and two difficult periods of reconstruction (the 
last “far from completed”). “That non-monetary factors 
may be so powerful as to make monetary efforts at sta- 
bility ineffective is beyond dispute, as is the fact that eco- 
nomic stability requires for its maintenance coordinated 
action by monetary and fiscal authorities, by the govern- 
ment, and by the public. Monetary powers are stronger 
or weaker in their influence under different conditions, but 
there is no time when they are not capable of doing great 


1 American Monetary Policy, by E. A. acne New York, 


McGraw-Hill Book Company, 1951. 


mischief by the pursuit of wrong policies and of doing a 
degree of good, varying from little to a great deal, by cor- 
rect, prompt, and vigorous action. The [postwar ] in- 
flation halted this side of catastrophe, largely because of 
the country’s great productive capacity and effort. It is 
almost certain that a part of the postwar inflation could 
have been prevented by a more vigorous monetary policy.” 
The author recognizes that “the central bank is an in- 
strument of government and must always be so,” for “the 
age-old discussion about the independence of central banks 
from the government deals largely with ideas no longer 
applicable. ” But the monetary and fiscal authorities are 
“distinct instruments of government policy.” The two 
agencies should have equality of rank “for effective coop- 
eration” and should in consultation and coordination pur- 
sue mutually consistent general policies. Various revisions 
of present legislation are suggested to this end. 


The Government Against Itself 


A rather startling though not unnatural feature of the 
battle with inflation is the conflict of interest between the 
federal government as represented by the Treasury and 
the same government as represented by the Federal Re- 
serve System. Walter Lippmann recently gave his column 
on three successive days to the topic “The Defense of the 
Dollar.”* The three articles were written, at his invita- 
tion, by Lucius Wilmerding, an authority on government 
and finance. What we said above about Mr. Goldenweiser 
as a writer is strikingly true of Mr. Wilmerding—who, 
in the course of his exposition, took occasion to quote 
from an unpublished manuscript written by Dr. Golden- 
weiser. The reader of such articles is impelled to exclaim, 
“Oh, for more experts who can free themselves from tech- 
nical obscurity !” 

The point of departure is the demand from certain cir- 
cles in Congress that the Federal Reserve should be al- 
ways responsive to the Executive branch of the govern- 
iment—that is, should regularly support Treasury policies 
with respect to the maintenance of government credit. 
Mr. Wilmerding points out that “cheap money” in Wil 
liam Jennings Bryan’s day was attractive to iarge nun. 
bers of people who were advantaged by it because they 
were in debt. Now, however—and here he quotes Golden- 
weiser—‘“‘the principal private debtors are banks, insur- 


2New York Herald Tribune, March 3, 4 and 6. 
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ance companies, and owners of mortgaged houses and 
farms.” And by the same token the chief creditors are 
bank depositors and the hotders of insurance policies and 
mortgages. loday’s private “debtors” have nothing to 
gain by rising prices. Banks have no commodities to sell. 
And the owner of a mortgaged home is quite as much con- 
cerned as anyone else to keep the cost of living from ris- 
ing. Likewise, today’s private “creditor’—hank depositer, 
for example—has much at stake in the maintenance of the 
buying power of his money. 


Enter, a New Debtor 


But a new “debtor” has appeared on the scene, the big- 
gest of them all. This is a public debtor: the U. S. gov- 
erninent, Owing more money than all other debtors com- 
bined. The government as a whole has not only an inter- 
est in keeping the value of money stable, but a responsi- 
bility to do so. Yet there is a catch in it, for conflict de- 
velops between the two arms of government, the Federal 
Reserve and the Treasury. The Federal Reserve is 
charged with keeping interest rates in line with the needs 
of the national economy, which means jacking them up 
when inflation threatens. The Treasury is tremendously 
concerned with keeping interest rates on its own securities 
low, which means that there must be heavy “support” pur- 
chases of government bonds by the Federal Reserve. Thus 
monetary policy and fiscal policy come into conflict. For 
when the lederal Reserve, to accommodate the Treasury, 
buys government bonds it has to “create money” for this 
purpose, and this increases the supply of money, which 
means inflation. Not only so, but, as Dr. Goldenweiser 
says, “under our system this newly created money be- 
comes an addition to bank reserves, on the basis of which 
the commercial banking system is empowered to create 
five times as much money as the total of the new re- 
serves, 

The Federal Reserve got into this position naturally 
and properly enough early in the war, when the mainte- 
nance of a market for government bonds became a prime 
necessity. It committed itself to supporting the bond mar- 
ket in accord with the pattern of interest rates determined 
by the Treasury. This insured the Treasury the amount 
of money it had to obtain through the sale of securities. 
But the arrangement persisted after the war, making the 
Federal Reserve in some sense an agent of the Treasury 
in keeping money rates low, even after it became evident 
that sound monetary policy demanded a raising of inter- 
est rates in order to check inflationary spending. This 
continued until March 3, 1951, when an accord was 
reached permitting cessation of the support purchases. 
This, in Mr. Wilmerding’s opinion, was a highly salutary 
move whose results have been “spectacularly successful.” 
Yet there is pressure in Washington for a return to the 
policy of subordinating the Federal Reserve to the Treas- 
ury. 


How Resolve the Conflict? 


Mr. Wilmerding sharply distinguishes the roles of these 
two great agencies of the government: “The Federal Re- 
serve is concerned with providing the nation with a 
money of uniform and constant value, wherever and when- 
ever it may circulate. The Treasury is concerned with 
financing the government and with keeping down the cost 
of the public debt.” He cites the authority of the Supreme 
Court (Kendall vs. U. S.) and a long line of legal opin- 
ions supporting the independence of such an agency as 


the Federal Reserve. It means, among other things, this: 
“The Treasury, in issuing government securities to the 
public, must adjust the interest rate to prevailing market 
conditions and must not expect the Federal Reserve to 
create conditions that would make the rate chosen by the 
Treasury acceptable to the market.” 

The foregoing is not, of course, an analysis of inflation 
in all its aspects. For, when an overwhelming national 
emergency exists requiring a great diversion of economic 
resources from production of consumer goods, other than 
monetary measures must be resorted to in order to pre- 
vent disastrous inflation. On this there is general agree- 
ment. But the bearing of monetary and fiscal policies on 
the problem of inflation is of fundamental importance. 


“The Chicago Plan” 


In Chicago, five years ago, a Community Project for 
the Aged was established, with three responsibilities: (1) 
“to study all needs of all older people in the Chicago 
area,” (2) “to plan for additional and improved programs 
to meet their needs,” and (3) “to promote the establish- 
ment of these services.’ These three elements of the pro- 
posed program were more or less intermingled in opera- 
tion. There was added a program of community educa- 
tion and other related activities. The undertaking was fi- 
nanced by the Wieboldt Foundation as a project “ad- 
dressed to an unmet need in the community.” After four 
years the project was transferred to other auspices, in ac- 
cordance with the original intention. 

The staff in charge of “The Chicago Plan” has re- 
ported its work in an informing and challenging book." 
The authors do not limit themselves to an account of what 
was done but translate experience into practicable pro- 
posals for the future (not only for Chicago but for other 
communities as well). As Dr. Howard Rusk has said in 
the \ew York Times, this report “is significant not only 
in that it grapples with this tremendous problem, but in 
that it provides guideposts for the community as to how 
and where we may expect to find some of the answers.” 

Chapter 1 is devoted to community education in the 
problems growing out of the increased life span. “Years 
are no accurate measure of age, and... people do not 
get old as soon as they used to.” Since our economy may 
not be able “to support in nonproductive roles all of the 
old people we are going to have in the future,” we face 
the “uecessity of extending opportunities for productive 
work for older people.” We should appraise realistically 
“the services we now have for older people” and “the new 
or expanded services which are required.” And informa- 
tion should be spread as to “the nature of personal adjust- 
ment and of family relationships in the aging process.” 

In Chapter 2, on employment and retirement, it is em- 
phasized that “probably never before has aging man, while 
he is capable of some kind of useful activity, been so ire- 
quently denied an opportunity to exchange his work for 
the essentials of living.” It was found that the inability of 
many older people to tind opportunity to use their normal- 
ly changing capacities (some capacities declining, others 
being enlarged and strengthened) was demoralizing to 
them and involved a loss to society. There was found in 
the records of public and private social agencies “little 


1Community Services for Older People—The Chicago Plan, 
By Elizabeth Breckinridge, et al. Chicago, Wilcox and Follett 
Company, 1952. $3.00. 
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evidence of consideration of ways to restore persons past 
60 to the labor market.” 

Chapters 3, 4 and 5 are devoted to housing and home 
services, health services, and recreational and educational 
services. In regard to the mentally ill older persons the 
report calls “the unbelievable lack of facilities . . . one 
more example of the lag in our community thinking about 
services for the older adult. Emphasis is still upon cus- 
todial care rather than on the possibilities of treatment.” 
As to education, programs of two types are discussed (be- 
sides those for the education of the community): “to 
meet the educational needs of older people” and “for those 
who work with older people.” In Chapter 6, on casework 
and counseling, expansion of more specialized counseling 
services is recommended for private and public family serv- 
ice agencies along with churches and church federations ; 
and a program of state aid in encouragement and assur- 
ance of such service. 

“The Chicago Plan” is summarized in Chapter 7, with 
42 specific recommendations, grouped under first, second, 
and third priorities. This chapter, for which the preceding 
chapters provide the background, is well worth study 
by churches and other groups concerned with social serv- 
ice for suggestions that may be applicable likewise to other 
communities and states than Chicago and Illinois. And the 
28-page Appendix, showing needs found that were met 
and others that were not met, is both informative and sug- 
gestive. 


Pastoral Counseling 


“Case Notes in Pastoral Counseling” are presented by 
Seward Hiltner in a book, The Counselor in Counseling, 
New York and Nashville, Abingdon-Cokesbury Press, 
1952, $2.50). Professor Hiltner, now of the Federated 
Theological Faculty of the University of Chicago, was 
formerly executive secretary of the Federal Council’s De- 
partment of Pastoral Services. 

These case notes are so arranged that a portion of an 
actual counseling interview—conducted by a pastor—is 
quoted in each chapter. Then follows the pastor’s evalua- 
tion of what he did after he reflected on the interview. 
Next Professor Hiltner gives his own evaluation of the 
interview. 


The author believes “it is not true that the best approach 
to improving our counseling is merely learning more and 
more about the people we try to help. Fully as important 
is the discovery of hidden strength and obstacles in our- 
selves.” Perhaps one way of restating this would be to sav 
that the counselor, too, is “standing in the need of prayer.” 


Professor Hiltner combines an emphasis on the practi- 
cal with a good deal of generalization. It would appear 
that “shyness in counseling” is usual in the young pastor ; 
also that one fault of certain young pastors is that they 
turn on too much charm—there is a chapter on “Charm 
in Counseling.” Again, there are “mechanical rational- 
ists” in this important aspect of the Christian ministry. 
“There is certainly an intuitive element in empathy,” says 
Professor [iltner, stating also that one must have “some 
ease’ and genuineness in the process. 


In the final chapter, appropriately titled ‘Perspective in 
Counseling,” he quotes with approval the distinguished 
English clergyman, George Herbert: “The Countrey Par- 
son hath not onely taken a particular servey of the faults 
of his own Parish, but a generall also of the diseases of 
the time, that so when his occasions carry him abroad or 
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bring strangers to him he may be the better armed to en- 
counter them.” 

The closing paragraph reads as follows: “We need to 
discover and to hold firmly our own social and theological 
perspectives. But the implication of my analysis is that 
we do this soundly as Christian pastors only if we have 
gone far enough to do it ‘operationally.’ It is not enough 
to know what we believe, though that is necessary. If our 
beliefs are to mean anything, then they need to be consid- 
ered strategically in relationship to the various forms of 
our ministry, of which counseling is one. To have social 
and theological perspective over there and counseling 
method somewhere else is not enough. I believe that in 
the exercise of our Christian ministry, if properly under- 
stood, each helps the other.” 


A Study of Administrative Leadership 


There have been in recent years many studies, analyses, 
and narratives about business executives and their prob- 
lems—nor have other fields of executive responsibility 
been neglected. Modern scientific method as well as older 
social philosophy has been applied. The parent tree in this 
special grove seems to have been Chester Barnard’s The 
Function of the Executive, which is cited for authority in 
most subsequent writings. Of course the problems of the 
executive were encountered by Moses, the Pharaohs, 
Pericles, the Caesars, and other ancient practitioners ; and 
our nation’s first chief executive was not exempt from 
them in the simple social structure of his day. Plato, 
Machiavelli, and many another ancient or medieval writ- 
ers advised executives variously how to do their jobs. 

The problems persist. In the complexity of modern 
highly organized western society, however, as scientific 
analysis and practical experience inform us better of the 
realities we face in our human relationships, we find we 
must put increasing reliance on the principles derived 
from our Judeo-Christian heritage but often neglected in 
the whirligig of change. Through the increasing spread 
of realistic information and understanding and the in- 
creasing recognition of fundamental principles we may 
hope for continuing progress in our industrial and other 
organizational relations. The current literature of social 
organization and administration points up this hope. 

Professor Copeland of Harvard has added to this litera- 
ture a book on executive leadership based on his own ex- 
perience of forty-odd years in research, teaching, and 
counseling in business administration.!. While he treats 
primarily of corporate business, he believes many of his 
conclusions applicable to administration of nonbusiness 
enterprises. Indeed he takes many of his numerous ex- 
amples from nonbusiness fields. 

This is not a research report, though frequent references 
are made to such reports. The author takes us through 
his own observation and experience to his conclusions as 
to these aspects of administration (following the chapter 
titles): the authority of the executive, the executive's 
lieutenants, keeping informed, keeping the wheels turning, 
survival in a changing world, the spirit of risk-taking, tim- 
ing of action, nurturing moral extracurricular activities, 
standards of conduct, rewards of management, providing 
for retirement, freedom for achievement. One misses dis- 
cussions of relations with organized labor, of other objec- 
tives than profit, of concern with freedom for others as 


1The Executive at Work. By Melvin T. Copeland. Cambridge, 
Harvard University Press, 1951. $3.75. 
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well as executives’ achievement. The illustrations of the 
various aspects of management mentioned are presented 
so readably and concretely that readers would have wel- 
comed other chapters dealing with other aspects of man- 
agement. 

In the final chapter the author makes a rather conven- 
tional contrast between socialism and private enterprise, 
assuming that these are necessarily alternatives. He warns 
of the danger of “creeping forms of socialism.” He adds: 
“The irony of the situation here in America at present is 
that so many people will agree fully that socialism is 
dangerous and that communism is terrible but at the same 
time wili support individual proposals for socialization 
which really are subtle steps toward the establishment of 
a socialized state.” Since socialization to some extent has 
inevitably attended the establishment and development of 
our local, state, and national governments—socializing 
various services and enterprises as the people deemed ex- 
pedient, as highways, canals, water supply, education, hos- 
pitals, street transportation, etc.—it is not clear just what 
“forms” are the “subtle steps” the author mentions. 

In another paragraph Professor Copeland makes a less 
controversial statement: “Freedom of the market place, 
freedom for starting new enterprises, and freedom of in- 
vestment facilitate the attainment of a higher standard of 
living for the community and of improved social condi- 
tions. They encourage experiment, innovation, and im- 
provement in technological methods and administrative 
procedures and thereby stimulate economic and_ social 
progress.” 


More About Labor-Management Relations 


In a recent issue of INFORMATION SERVICE (March 1) 
the report of a symposium of eminent economists on the 
impact of labor unions and a study of union-management 
relations in 100 industrial companies were reviewed. An- 
other important book in this field is a revised edition of 
Ilorence Peterson’s American Labor Unions.’ It is, like 
the original edition, equally useful to persons who are di- 
rectly involved in labor union relations and to others, 
notably ministers, who wish to have a better understand- 
ing of the organization and operation of organized labor 
in the United States. In this edition the numerous changes 
on the labor front in recent years have been taken into ac- 
count throughout, and new chapters have been added on 
international aspects. It does not attempt an evaluation 
of American labor unions, or of any of the policies and 
practices it describes ; but it is fairly comprehensive in its 
coverage (including even a glossary of labor terms and a 
union directory) and provides a mine of interesting in- 
formation. The author is well-known also as the former 
Chief of the Industrial Relations Division of the U. S. 
Bureau of Labor Statistics. 


Another popular book appearing in a new revised edi- 
tion—largely a new book, though containing some matter 
from the original edition—is Professor Hoslett’s /iiman 
Factors in Management.” It is intended to incorporate in a 
single volume the significant findings in recent years on the 
human problems of organization. The contributions of 17 
authors are grouped around seven major problem areas: 


1 American Labor Unions: What They Are and How They 
Work. By Florence Peterson. New York, Harper and Bros., 
1952. $3.50. 

2 Human Factors in Management. Edited by S. D. Hoslett. 
New York, Harper and Brothers, 1951. $4.00. 


Leadership, supervision, training, facilitating adjustments, 
labor-management cooperation, productivity (case stud- 
ies), and organization-wide factors. In some of these 
areas two or more contributors have written separately 
on related topics; in others, there is either joint treatment 
or a sort of symposium. The authors include professors 
at six universities which carry on research in this field 
and executives of several industrial corporations. 


We quote from two of the three concluding comments 
in the chapter on Labor-Management Cooperation: 


A corporation president: “I do not hesitate to express 
sharp disagreement with the hypothesis expressed previ- 
ously that genuine cooperation can ‘occur only between 
equals.’ Genuine cooperation in any situation, while it 
calls for mutual respect, necessarily involves clarity of 
roles and differentials in levels of authority and responsi- 
bility. Certainly our experience has not indicated that 
where opposing forces are equal in strength—whether that 
strength be political, economic, or psychological—the end 
result has been genuine cooperation. Our own _ evi- 
dence seems to indicate that common goals can be set 
and achieved on the basis of factors other than the dis- 
tribution of authority and power. The insecurity and con- 
flict that occur in everyday industrial situations are more 
often a result of improper use of power than the distri- 
bution of that power. In any plant there will occur wide 
fluctuations in plant morale and in the degree of coopera- 
tion—even where there is a strong and effective contract 
covering every phase of conditions of work and pay. There 
will even be vast differences in cooperation within paral- 
lel assembly lines in a given plant. Whether . . . a group 
functions in an atmosphere that is hostile or congenial, 
or whether the production is high or low, depends upon 
the amount of genuine cooperative participation entirely 
apart from the parity of power.” 


A university professor: “In order for cooperative ar- 
rangements to be equitable, stable, and satisfying to both 
sides, it is necessary that each have the ability and power 
to assert its own interests effectively. Programs very be- 
tween wide extremes in this respect. Some are manage- 
ment techniques which simply utilize cooperation as a pro- 
cedure for improving morale and productive efficiency. 
Management’s authority remains undiminished. It is the 
sort of cooperation which an imperial power seeks from 
its colonies. ‘Cooperation’ can easily become an instrument 
for one-sided manipulation. 

“At the other extreme is a pattern of industrial co- 
operation analogous to the relations between friendly sov- 
ereign states. It depends upon the presence of a strong 
and effective labor organization and it also means that 
management accepts certain abridgements of its preroga- 
tives. It is built upon genuine sharing of control over spe- 
cified matters. 

. Strong labor unions, independent and able to ex- 
ert economic and political pressures opposed to those of 
big business, are essential for the nation’s democratic prog- 
ress. This view underlies much that is emphasized in pre- 
ceding pages. It does not overlook the grave defects of 
labor unions; many of them sorely need more enlightened 
policies and more democratic internal controls. Neverthe- 
less, they serve at many points as the one strong check on 
the influence of business power over decisions of industry 
and government. The interests of the general run of peo- 
ple are likely to fare better if some approximation to a 
‘balance of power’ exists among the major groups than if 
any one set of interests dominates.” 
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